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SUBJECT: Personal Exenption Credit/lncreases Amount of Credit for Individuals 75,
85, or 95 Years of Age

SUMVARY

Under the Personal Inconme Tax Law (PITL), this bill would increase the senior
exenption credit amount for individuals ages 75 or older , 85 or older , or 95 or
ol der as of the |last day of the taxable year. The credit anount woul d be
increased to two times the senior exenption credit anount for individuals 75
years or older, three tines the senior exenption amount for individuals 85 years
or older, and four tines the senior exenption anount for individuals 95 years or
ol der.

EFFECTI VE/ OPERATI VE DATE

As a tax levy, this bill would be effectively i medi ately upon signature and
woul d apply to taxable years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 1140 (Stats. 1999, Chap. 196) raised the incone threshold under which
taxpayers are required to file an incone tax return by taking into account both
the senior exenption credit and the recent increases in the dependent exenption
credit.

SPECI FI C FI NDI NGS

Exi sting federal |aw provides various personal and dependent exenptions subject
to certain inconme limtations. These exenptions are treated as deductions that
reduce adjusted gross inconme (AG). Exenption deductions begin to phase out as
federal AG increases above specified anmounts.

Exenption credits begin to phase out at federal AG |evels over the anmounts
listed bel ow

Filing Status AG (1999)
Single/Married Filing Separate $119, 813
Head of Househol d $179, 720
Married Filing Joint/Qualifying $239, 628
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Exi sting state | aw provi des various exenption credits agai nst the net tax
liability, including a personal exenption and exenptions for dependents, blind
persons, and individuals 65 or ol der. Unli ke federal |aw, these exenptions are
not deductions from AG@ but are credits against tax. The exenption credit anount
is indexed annually for inflation as neasured by changes in the California
Consumer Price Index. For the 1999 tax year the personal exenption credit and
seni or exenption credit are $72 and the dependent exenption credit is $227. Like
exenpti on deducti ons under federal |aw, exenption credits phase out as federa
AG increases above specified anounts. The phase out ampunts for an exenption
credit is the sane as the phase out amounts for the federal exenption deduction.

Under existing federal and state law, individuals with gross incone and adj usted
gross income below the applicable filing thresholds are not required to file an
i ncome tax return since the standard deducti on and personal exenption deduction
or credit would result in zero tax liability. The state filing threshold al so
takes into account the senior exenption credit.

1999 State filing requirenents for nost people

Si ngl e/ MFS MFJ HCOH
No senior credit, $ 16, 000 $ 25, 000 $ 20, 000
1 dependent
No senior credit, $ 22,000 $ 31, 000 $ 26, 000
2 dependents
1 senior credit, $ 12,000 $ 21, 000 N A
no dependents
1 senior credit, 1 $ 18, 000 $ 27,000 $ 21, 000
dependent
1 senior credit, 2 $ 22,000 $ 31, 000 $ 26, 000
dependent s
2 senior credits, N A $ 24,000 N A
no dependents
2 senior credits, N A $ 30, 000 N A
1 dependent
2 senior credits, N A $ 35, 000 N A
2 dependents

(married filing separate (MFS), married filing joint (MFJ), head of
househol d (HOH))

Through interaction with the existing state law regarding filing thresholds, the
departnment woul d adjust the thresholds to take into account the increased
exenpti on anpunts. This could prevent the unnecessary filing for elderly
taxpayers who fall under the state filing requirenent.

Under existing state | aw, taxpayers who claimthe senior exenption credit may
make a contribution to the California Senior Special Fund in an anount not to
exceed the anmount allowed for the senior exenption credit.

This bill would provide an increased senior exenption anount for individuals who
are at least 75, 85, or 95 years of age as of the |last day of the taxable year
The armount of credit would be two tines the existing senior exenption credit for
i ndividuals 75 or older, three tinmes the existing senior exenption credit for

i ndi viduals 85 or older, and four times the normal senior exenption credit for

i ndi viduals 95 or ol der
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For exanple, using the 1999 exenpti on anobunt of $72, the senior exenption would

be for age 75, 2 x $72 =$144; for age 85, 3 x $72 = $216; for age 95, 4 x $72 =

$288. As the senior exenption credit for individuals age 65 or ol der increases

as a result of inflation, the increased exenption credit for individuals who are
75, 85, or 95 or older would increase accordingly.

| npl enent ati on Consi derations

This bill would conplicate the conputation of the senior exenption credit.
| npl enentation would require additional tax forminstructions. It could
i ncrease public requests for assistance and potential taxpayer errors.

I npl enenting this bill would not significantly inpact the departnent’s
progranms and operati ons.

FI SCAL | MPACT

Departnmental Costs

The departnent’s costs to inplenent this bill are not expected to be
significant.

Tax Revenue Esti mate

Revenue | osses under the Personal Incone Tax Law are estinmated as fol |l ows:

Revenue | npact SB 1481
For Taxabl e Years Begi nning 1/1/2000

Assunmed Enactnent After 6/30/00
(In MI11Iions)
2000-1 2001- 2 2002- 3
-$61 - $47 - $49
Thi s anal ysis does not consider the possible changes in enpl oynent,
personal, inconme, or gross state product that could result fromthis
pr oposal .

Tax Revenue Di scussi on

The inpact of this bill would depend upon the nunber of taxpayers eligible
to claimadditional senior credits, the average credit clainmed and the
average credit applied against tax liabilities.

The above estimates are based on the departnent’s | atest personal incone tax
nmodel and information fromthe 1990 census of popul ation by age. For the
2000 tax year, approxi mately 400,000 tax filers would benefit fromtax
reductions as a result of this proposal. Estimates above reflect the fact
that nost seniors make estimated tax paynents during the year
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